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1. SUMMARY: SPANISH ECONOMY EXPECTED SLOW DOWN 
SHARPLY IN 1974, BUT INFLATION WILL CONTINUE BE MAJOR 
PROBLEM DURING YEAR. END SUMMARY. 

2. OECD SECRETARIAT DRAFT ECONOMIC SURVEY OF SPAIN 
(REF DOC), FRENCH EDITION, AIR POUCHED WASHINGTON 
(EUR/RPE KINNELLY) AND MADRID (JURECKY) FEB. 28. 

ENGLISH TRANSLATION NOT LIKELY BE AVAILABLE UNTIL 
DATE MEETING. SURVEY FOCUSES ON FOUR SECTORS SPANISH 
ECONOMY: (A) RECENT DEVELOPEMNTS IN INTERNAL DEMAND, 
PRODUCTION AND BALANCE PAYMENTS; (B) REASON FOR RECENT 
INCREASES IN RATE OF INFLATION AND PRINCIPAL POLICY 
MEASURES FOR CONTROLLING DEMAN; (C) DEVELOPMENT OF 
PUBLIC SECTOR OVER PAST DECADE AND ITS IMPORTANCE 

TO ECONOMY; AND (D) PROSPECTS FOR 1974 AND 
POLICY CONCLUSIONS. 
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3. DRAFT SURVEY NOTES THAT 1973 LIKE1972 WAS CHAR- 
ACTERIZED BY HIGH RATE OF EXPANSION WITH HEAVY DOMESTIC 
DEMAND PRESSURES PULLING UP COSTS BY 20 PERCENT AND 
PRICES BY OVER 11 PERCENT IN 1973 COMPARED WITH 1972. 

SPANISH ECONOMY AND BALANCE PAYMENTS IN 1974 WILL 

BE STRONGLY MARKED BY PETROLEUM PRICE HIKES ALTHOUGH 
ECONOMY WILL REAMIN LARGELY UNTOUCHED BY OIL SHORTAGES. 
ECONOMIC ACTIVITY IS EXPECTED FALL OFF SHARPLY, AND 
SECRETARIAT WARNS THAT ALTHOUGH ECONOMY PRESENTLY 
CHARACTERIZED BY EXTREMELY LOW UNEMPLOYMENT, THIS 
COULD CHANGE CONSIDERABLY TOWARD END 1974. PARTICULARLY 
IF WORKERS ABROAD ARE RELEASED AND RETURN HOME. 
SLOWDOWN REFLECTS EXPECTED DECLINE IN DEMAND 
ABROAD FOR SPANISH EXPORTS AS OTHER OECD ECONOMIES 
ALSO SLOW, AND DECREASE IN TOURISM. GOVERNMENT'S 
1973 ANTI-INFLATION POLICIES, COUPLED WITH DEFLA- 
TIONARY IMPACT OF OIL PRICE HIKES ON REAL INCOMES WILL 
ALSO BE IMPORTANTFACTORS. SECRETARIAT RECOMMENDS 
CONTINUATION DIRECT PRICE CONTROLS, WHICH WERE PUT 
IN PLACE IN SECOND HALF 1973, BUT IN VIEW EXPECTED 
DECLINE IN ECONOMY IN COURSE OF YEAR SUGGESTS RELAXA- 
TION MONETARY AND BUDGETARY POLICIES AND GRADUAL 
SHIFT TO EXPANSIONARY STANCE. IT NOTES CURRENT 
ACCOUNT DEFICIT WILL IN PART BE COVERED BY LONG-TERM 
CAPITAL INFLOW; THIS FAVORABLE ELEMENT IN CONIUNCTION 
WITH DOLS 7 BILLION FOREIGN EXCHANGE RESERVES SHOULD 
MAKE FINANCING OF DEFICIT EASY. 

4. SECRETARIAT FORECASTS 1974 REAL GROSS NATIONAL 
PRODUCT TO DECLINE FROM 7.8 PERCENT IN 1973 TO 

4.5 PERCENT. PRIVATE CONSUMPTION FROM 6.5 TO 3.5 
PERCENT, PUBLIC CONSUMPTION 6.0 TO 5 PERCENT, GROSS 
CAPITAL FORMATION FROM 15.5 TO 9 PERCENT; EXPORTS 
OF GOODS AND SERVICES FROM 15.4 TO 4.5 PERCENT, AND 
IMPORTS OF GOODS AND SERVICES FROM 19.3 TO 7.5 
PERCENT. THE DEFLATOR IS FORECAST MOVE FROM 1 1 TO 
10 PERCENT, BUT CONSUMER PRICE INDEX FROM 1 1.4 TO 
14 PERCENT. THE DEFICIT ON TRADE ACCOUNT IS FORECAST 
INCREASE FROM 200 BILLION PESETAS IN 1973 TO 340 
BILLION PESETAS (DOLS 5.7 BILLION) IN 1974. AND CURRENT 
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ACCOUNT BALANCE TO MOVE CORRESPONDINGLY FROM SURPLUS 
35 BILLION PESETAS TO DEFICIT OF 90 BILLION PESETAS 
(DOLS 1.5 BILLION). ON BASIS ESTIMATE THAT RISE IN 
PRICE OF PETROLEUM WILL CUT BACK OILIMPORTS BY 
5 PERCENT IN 1974, SECRETARIAT ATTRIBUTES 80 BILLION 
PESETAS (DOLS 1.3 BILLION) DETERIORATION CURRENT ACCOUNT, 
TO OIL IMPACT. 
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5. UNLESS OTHERWISE ADVISED BY WASHINGTON, MISSION 
EXPECTS SUPPORT GENERAL LINE OF SECRETARIAT, BUT 
WILL SUGGEST SPANISH SHOULD BE CAUTIOUS IN SHIFTING 
TO MORE EXPANSIONARY POLICY STANCE UNTIL THEY ARE 
CERTAIN THAT DOWN SWING FIRMLY EVIDENT. (THIS 
WOULD BE IN LINE WITH OUR GENERAL VIEWS EXPRESSED 
IN RECENT ECONOMIC POLICY COMMITTEE MEETING.) 

SOME RELAXATION ECONOMY SHOULD BE WELCOMED AFTER 
SEVERAL YEARS ANNUAL REAL GROWTH RATE AVERAGING 8 
PERCENT, SUBSTANTIALLY IN EXCESS LONG-TERM 
POTENTIAL. ALTHOGH CONSUMER PRICES EXPECTED PEAK 

IN 1974 AND DECLINE TOWARD END YEAR, IT SEEM PRE- 
MATURE RELAX FIGHT AGAINST INFLATION UNTIL 
PRICES DEFINITELY SHIFTED TO DOWNWARD PATH. COMMENTS 
FROM EMBASSY MADRID WELCOMED. SECRETARIAT NOTES 
THAT DRAFT REVIEW WAS NOT SEEN BY SPANISH AUTHORITIES 
PRIOR TO ITS RELEASE THIS WEEK. 

6. PLEASE INFORM US IF JURECKY WANTS MISSION MAKE 
HOTEL RESERVATIONS. 

BROWN 
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